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Toward t he end of 1956, with tho arrival «f severe! directors and ei^aien 
of the German Krupp organisation, a program for the expansion of KruppU Brasilian 
operations vai initletod. At that time, hlgh-lewol discussions were hold regarding 
the possibility of Krupp entering tho henYy-dniy equipment uaaufae taring field with 
tho production la Brasil of lecsnetlves and heavy-duty truths* 

Early negotiations voro largely confidential/ It vf.o net util September 25, 
1967, whoa tho throe top directors of Treldorlch^Erupp A,0.*s Braslllam oahol diary 
asked Sao Paolo Stato Governor Jaalo Quadras for assistance, that tho txvtffp eeae* 
becano a caooo coltbro providing a political aad economic controversy that hail aot 
yet teem resolved. This coatrorerey mmt ho eoaoidorod as part of growing agitation 
oa tho part of SZo Paolo 1 ados trial a»l polltiool circles to publicist a business 
slowdown aad alleged rocoat discriminatory oceaealo decisions aads by tho Federal 
Government (see ConGen Despatch 160). the director® ef Krupp requested tho geven- 
aor to use ale laflueace to lrsa out aorta la difficulties thick Mrs being omasum- 
tered by tho company la attenptl ag to expand its operations. Tho local prooo 
reported that at this wee t lag tho Krupp representatives had stated that two Fsderml 
Government appelated commissions wore withholding permission for the firm to In- 
port machlasry under SDM0C*s lastruotloa US. 

Before these sta tenants could be verified, tho Krupp case be cane S8o Paulo 
headline nateriol aad raised the ire of already touchy Basils tae. In rapid sue- 
cession (1) tho JXmdiaf Xuaidpal Chonhor approved a veto of censure against the 
federal Government, (2) Sea too and Caqplaas followed suit, (3) tho S£e Paulo 
Assembly heatedly debated "the sabotage ef Krupp,* (4) Sao Paulo newspapers tosh 
up tho attack la full force, announcing tho possible withdrawal of Krupp from 
Brasil, aad (5) upon appeal to the Jnndlaf Cewsorclal Association, tho city's 
business and Industrial activities Cane te a standstill sm October 4 to protest 
tho 'attitude adopted by tho Pedoral Government.* 

So see nor had those evuate iftocmrred than the Sto psnlo press took up tho line 
end cry. Iditerials blossenod, hitting ot tho federal Government's dloerlaiais- 
lion against S&e Psnlo* aad call lag fsr *defeaso measures.* 

U Tho federal Oo v aran s at, stung by the criticism, arses to the defease* Federal j 
Ip ter of fttgjpori Ineie Moira declared that (1) tho federal Oovernneat had net j 
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[rejected i:rup:>*e project*. (2) ffrupp had presented no detailed nrsduotion program 
j to the Federal Government, (3) the Government had not eonoluded studies with 
resnect to t.ho manufacture of locomotives, and (4) that JCruprj's manufacturing 
program for ii^avy duty truck* **;>« • till trader study. 



The** etroiv? statements by the Federal Government apparently had the deni red 
effect, ithln a matter of d*yi the Sae Paulo press slackened lte atteka, and 
several to riels defending the Federal Oarer ament ' a .poet tton suggested that 
perhaps Krupp had overplayed it* hand, 



The Kru^n con trove ray can he largoly laid ta P \tiU*ta over~e rube ranee , growing 
orl deuce of a huaineas slowdown, .nd grevlag coatroreray between the SZe Faille 
hue 1 arse coKmalty and Federal Government economic pel ley. 

The Federal Oovernnent quite clearly had rplld reasons for carefully scrutiniz- 
ing Knapp* • broad and complicated expansion orogram. The Consulate General bellevea 
that tone nanufecturing plan at Carroo Idmpe aear Jundial In the etate ef SKe Paul# 
will e ventually he arn?rored. production of heevy transportation equipment, 

particularly heavy duty true***. could hare an unsettling ef ect oa the future 
Brasilian truck market. 

BfC KO ROfl-KD 

Although Krup;: products were imported into Brat 11 as f.*r hack as 1896, it vt* 
only la October of 1952 th t the Cornea firm's local represents tires, Impertadera 
e -Ixportadora Braslleira HOT, S.A, , were made a Krupp subsidiary and changed their 
name to Industrla Bac tonal de Locomotives ( ntt.) , Ltda. , with an authorized capital 
of Cr$10 mill ion . 

Krupp h*d shown an Interest in manufacturing locomotives In Brasil as early 
as 1951 whom it presented to the Brasilian Council for Economic Development a 
prejeet for the construction of locomotives. For several reasons, including 
bureaucratic delay, inactivity on the part of Krup , changes la the Fedmral and 
Sao Paul# S t:-. to Governments, an-i tho wanning influence of the Council of Scone ale 
Development, the project w s effectively shelved until 1956. 

During that yr t t>.o event* occurred which rave new impetus to Krupp plans In 
Brazil, In the first instance, the Sao Paul* State Government became aware ef the 
fact that Bel* Horizonte In the state of Hinas Geralo was Krupp *i choice far tie 
location of its new production facilities. It immediately made DEL am advantageous 
offer to locate la S2o Paulo.- It offered land and wildings with an estimated value 
ef Cr$21.5 million for only Cr$l2 million. * The offer stipulated that in the 
event that Krupp was not manufacturing locomotives within a period ef fire je are, 
the land and buildings would revert te the state and the Cr$12 mill lea would be 
returned. IRL 1 mod Lately accepted the offer, end themle was duly registered en 
September 10, 1956. 



r'Jhe property, formerly belonging te the Coffee Institute, 1® at Camp# Llnpe mar 
1 the city ef JUndiaf and Includes a siding of the Syr toe- JUndlai railway. 
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The second event which gave impetus to Krupp** mow production program vaa 
President KUbltsehak** rlolt to Germany In 1966, Bo viol tod the Krupp factory 
at Eooon and Informed Krupp* s president, Mr, von Bohlen und Hal back, that the 

company** platan in Brasil would probably reoelve the Federal Government** far**- n 

able eon* 1 do ration, x 

In Hovember, 1966, Mr, von Bohlen und Halbaek visited Brasil, had Important 
talk* with President Kttbitsehek and Governor qpndros, and expressed the hope that 
the Conp&ny** expansion plan* would new be given favorable consideration by the 
governments of Brazil and the State of SZe Paule, 

A revitalized Council for Kconoalo Development, prodded over ty federal 
Minister of Transport Inelo Melra, was appelated to study the use of diesel leoemo 
tlves by the Brasilian railways. On January 23, 1957, tbs Couaoll received IHL*s 
new project for the manufacture of Krupp locomotives la Brazil, In this locomo- 
tive program, for tha first time, brief mention was made of the oonpany*e latent 
to also produce heavy-duty trucks. Toward the end of April, a detailed production 
program for the manufacture of 18-ton, heavy-duty trucks was presented to the 
Executive Group of the Automobile Industry (G£ll) for study and approval. It was 
particularly Interesting to note that both programs detailed Krupp** capital 
position end plans for the future. 

Brasil** Krupp subsidiary, originally capitalized at Cr$10 million, increased 
capitalisation to Cr$30 million In 1956, Brazilian participation le concentrated 
la the following principal stockholders: the 7, Telleee Borges group (a powerful 

textiles concern), the Cla, Taubati Industrial, the Banco All ian$a de filed* 

Janeiro (allied to Doutscb-Suadamerlkanlsehe Bank of Hamburg), and Messrs, Itudelf 
Kraus s and Schluchtaann (IHL** managing directors). 

On July 23, 1957, a further report to the Council of Development Indicated 
that Krupp Intended to Invest $4 million and 17 id 111 on Vest marks in cash, ae 
well as $7 million and 28,5 million west marks In machinery and equipment • The 
sources 2 ) for inch of the Information contained la this despatch have Indicated 
to the reporting officer that the parent company had also declared Itself willing 
te forego remittance of profits for an Indefinite period, reinvesting in the Bra- 
sil Ian operation. 

While ^ the programs of Krupp are at presaat quite confusing, tha president ef 
the company did outline hie company* • projects to the press, end It can be safely 
assumed that these remain basically unchanged. If the pregran is approved by the 
Federal Government, IHL will begin with the production ef 16 te 18- ton, heavy- 
duty trucks and the manufacture ef steam, diesel, and-er electric locomotives. 

Initial output has been fixed at 60 units annually with production gradually 
Increasing te an anmal rate ef 100 unite by 1962, What Is not generally known 
is the fact that the ever-all Krupp pregran alss foresees the manufacture ef heavy- 
duty cranee, deck equipment, and mining machinery, as well as the construction ef 
a cement factory. Associated plans foresee the production, with the fin ef 
Henri ch T i *** ef Mannheim, Germany, ef bulldozers, tractors, end agricultural machlJ 
ery. 

^Members of the local Krupp organisation and the German Consulate General 
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I la view of the complexity ef the company's program, It It understandable 
that the Federal Ooeeramat hns shewn son# reluctance te giving a Jlanket 
approval te Krupp 1 • Brazilian expansion plans. Both the locomotive manufacturing 
program and the heavy'dnty truck manufacturing program hare recently Been sere rely 
criticised by the Federal Oerornnent* 



As regard* the locomotive pragma, Transport Minister Luolo Ho Ira has stated 
that I XL has net presented a detailed locomotive manufacturing pragma, but has 
only Indicated "an latent te nanufacture. " He elalaa that this "Intent” wue 
presented te the Oouaoll for Development la a ten-page document which van, In hie 
opinion, barely an outline ef IXL'e basic locomotive aaaafnc taring pregraa, Die 
deotrlne stated that by 1960, 70 percent ef the locomotive* s content by weight and 
60 percent by value would be ef national production. Minister Kolra gees a a te 
say that thle doeuaeat dees not even specify what type of locomotive IHL lit ends 
t* nanufacture. He further stated that IHL claims that the eeupaay had aada 
arrangements with General Electric te nanufacture the locomotive's electrical 
equipment and with Ceeper-Besaeaer te p reduce the diesel engines. Minister Ms Ira 
addsd that the Council fsr Development has ascertained that neither General Use. 
trie nor Cooper- Bessemer has signed any such agreement with either Krupp er IHL* 

The Cessulate General believes that perhaps what asst irritated the Federal 
Government was a series sf what Minister Me lm called "demands " Bade by IHL dlree~ 
ter*. The two principal "demands, • as best as can be ascertained, were that (l) 
the Federal Government should guarantee IHL a firm order for 260 locomotives 
based en an annual anticipated output of GO unite and that (2) the Federal Govern- 
ment should guarantee IHL priority in the supply sf locomotives te the exclusion 
ef ce^etltlon. The Council fsr Development, la the reporting officer's opinion, 
would net and could not approve a locomotive manufacturing program dependent en 
these ceadltlens. It has been ascertained that there is oome doubt as te whether 
Brasil can abeerb the proposed output. Te be eure, some 166 locomotives were 
imported In 1967. and It is understood that GO more unite are en order with Gen- 
eral Electric. These purchases, however, were in connection with a major railway 
overhaul and replacement program, and It Is quite doubtful If la the future the 
Brasilian railway system could absorb SO te 100 new locomotives annually* 



In contrast with the locomotive pregraa, the heavy-duty truck pregraa pre- 
sented by IHL te the GBIA le very detailed. It Ignores, however, federal decree 
39412 of June 16, 1966, which restricts axis weight te 6 tens. Krupp* s trades 
weigh in the neighborhood of 10.6 tons per **le. An Interesting development along 
these lines, however, Is that early in October President KUbltschak appointed a 
commission to study the pros and eons sf manufacturing heavy-duty trucks In Brasil* 
Oils commission, which was composed of representatives of the national Highway 
Department, the Xatlonal Council of Transportation, the Association of the Motor 
Vehicle Industry, and the GUI, has now recommended the manufacture ef trucks 
weighing up te 10 toms per axle. As KTupp'e vehicle# could readily eenferm 1* 
this axle weight, it Is quite possible that if the recommendations are approved 
by Preeldsnt Kubitschek, GXU will In turn approve Krupp* s heavy-duty truck pro- 
duct lea plan.**) * 



I® ) Other programs for the msnmf actors of heavy-duty trucks presented te 0S1A and 
tyftjL-ApP roved include Yeung* t Scania- Yahis, Mercedes* 16 tanner, Sergward'e 16 . 
tenner, International, and Bse, 
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( Although the SSe Paul* proa* has toned down lta attacks, ramtuit agal 
what the Paul lata calls "Federal dlscrlalaatloa against ths state • f SZs pool 
is still strong. Die bitterest attack sgalast the Federal Government was per 
haps the petltlea preseated te the jundlai Muilclpal Chamber, which contended 
that presldeat Kubltsohek aad self-interested pelltlcal and Indus trial groups 
deliberately blacked the expansion of icrupp la the SZe Pauls area. The nets i 
tly accuses presldeat Kubltschek ef championing hit aatlTe state ef Minas Gen 
vl*~A~rls sK# Paul# te the detriment ef Bracll*t over-ell eeeaemlc develepmen 4 

The Santee aad Canplaas Municipal Chambers, backstopping the action take) 
JUmdlaf, sent telegrant te Pretldent KUbltechek, the Minister ef Finance, the 
dent ef the Bank of Brasil, and the president ef the Chamber ef Deputise prefc 
"federal Interference In SZo Paula's Industrial development »■ In the Federal 
ber ef Depatieo In Hie de Janeiro, SI# Paulo Federal Deputy Herbert Levy ntta< 
what he called "the Federal Gevernnent 's deliberate sabotage ef Kfupp's plane 
Sa# Paula." fim SXe Paulo Legislative Assembly itself held stormy debates, c: 
citing Federal Government policy. These debates were headlined by Sale Paul# i 
papers. 

sanest 

fiie whole controversy, this office believes, hat boss highly exaggerated 
the usual "Panlista spirit." nevertheless, It Is inpertant to note that whlli 
Federal Gevernnent nemally welcomes responsible foreign capital* It is ulvayi 
wary ef capital that tries in any way te Influence, change, or te put pressure 
the formulation ef Brasilian economic policy. Power tactlee and repeated thn 
te u eve te Argentina only served In this caoe te antagonise already touchy sti 
men In Bio da Janeiro. 

The natural tendency te play erne foreign company against another was evil 
throughout the controversy. International General Electric Company, nines tbs 
war Brasil's major supplier of electric aad diesel locomotives, was often sent 
as a powerful and somewhat sinister force behind the scenes. For two weeks th 
have been cautious press notices that amother well-known foreign company is lx 
ested In manufacturing diesel and sterna locomotives la Brasil. According te e 
recent statement form OXIA Itself, a French company (probably BX8LXXT} has all 
presented a program te produce heavy-duty trucks - "Its program will tie duly 
studied and compared with £nzpp*s." 

The reporting officer believes that while the over-all Erupp program cent 
confusing and unrealistic Inconsistencies and was poorly presented at an umfor 
time, the Federal Gevernnent will eventually approve manufacture at Caqpe Limp 
Any national report lag on the motor vehicle industry emmet at this time oenpl 
discount Krupp as a probable lapertamt future supplier of heavy-duty trucks te 
Brasilian market. While heavy-duty trucks are net part ef the present Meroede 
Bens, General Meters, Ford, and Filly* progressive manufacturing programs. Cm 
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